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MODERN COINS & CURRENCY 


FEDERAL RESERVE BANK 
OF NEW YORK 


U.S. MONEY 


COIN 

AMERICANS HOLD COINS WORTH ABOUT $14 BILLION, 
COINS ARE PRODUCED BY THE BUREAU OF THE 
MINT (PART OF THE TREASURY) AND ISSUED By 
THE U.S. GOVERNMENT, MOST COINS CONTAIN METALS 
THAT ARE WORTH LESS AS METAL THAN THE FACE 
VALUE STAMPED ON THEM. COINS ARE A “CONVENIENCE” 
MONEY FOR SMALL, DAILY TRANSACTIONS. 


PAPER CURRENCY 


AMERICANS ALSO HOLD ABOUT $149 BILLION OF 
CURRENCY, CONSISTING ALMOST ENTIRELY OF 
FEDERAL RESERVE NOTES. THE BILLS ARE 
PRINTED BY THE TREASURY'S BUREAU OF 
ENGRAVING AND PRINTING AND ISSUED BY 

THE (2 RESERVE BANKS WHICH ARE PART OF 
OUR CENTRAL BANKING SYSTEM. A VERY SMALL 
AMOUNT OF “U.S, NOTES”-- FIRST ISSUED DURING 
THE CIVIL WAR-- IS STILL IN CIRCULATION. 


CHECKBOOK MONEY 


WE MAKE MOST OF OUR PAYMENTS WITH THE 
MOST COMMON FORM OF MONEY-- CHECKBOOK, 
MONEY OF ABOUT..$341 BILLION IN LATE 1983-- 
WHICH WE HOLD-AT COMMERCIAL BANKS AND 
THRIFT INSTITUTIONS SUCH AS SAVINGS BANKS, 
SAVINGS. AND LOAN. ASSOCIATIONS AND CREDIT 
UNIONS. WHILE THERE ARE ABOUT 39,000 FI- 
NANCIAL INSTITUTIONS WHICH. HOLD OUR CHECK- 
BOOK FUNDS, ONLY THE 14,400 COMMERCIAL 
BANKS HAVE THE ABILITY TO CREATE NEW: 
CHECKBOOK) DEPOSIT MONEY WHEN THEY LEND 
AND INVEST. A 
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SCRIPT BY 
D.H. FRIEDMAN AND C.J. PARNOW 


THE STORY OF MONEY IS ACTUALLY TWO STORIES 
IN ONE. IT IS THE STORY OF HOW OUR ANCESTORS 
DEVELOPED A “MEDIUM OF EXCHANGE” TO 
ENABLE US TO BUY GOODS AND SERVICES, 
MEASURE THEIR WORTH, AND SAVE FOR THE 
FUTURE. IT IS ALSO THE SAGA OF OUR SOCIAL 
EVOLUTION FROM RUGGED SELF-SUFFICIENCY, WHEN 
WE MADE WHAT WE NEEDED AND SWAPPED FOR ITEMS 
WE WANTED, TO INTERDEPENDENCE IN AN ECONOMY 
IN WHICH MONEY PLAYS AN IMPORTANT ROLE. 


LET'S LOOK FIRST AT HOW MONEY WORKS! 
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THE CIRCULAR FLOW OF MONEY. 
ANY ITEM--SHARK’S TEETH OR IRON NAILS-- 
CAN BE MONEY IF IT IS WIDELY ACCEPTED 
IN PAYMENT FOR GOODS, SERVICES AND 

ripest che OUR SOCIETY USES COIN, PAPER 
eae. ANP CHECKBOOK MONEY. 


MONEY MOVES THROUGH OUR ECONOMY IN 
A CIRCULAR FASHION OFTEN COMPARED TO 
THE CIRCULATION OF BLOOD. 


COINS AND 
CURRENCY 


MOST OF US GET MONEY BY WORKING. 
WE THEN USE OUR WAGES OR SALARIES 
TO BUY GOODS AND SERVICES. 


MONEY ALLOWS US TO MEASURE THE WORTH OF 
DIFFERENT ITEMS WITHA SINGLE STANDARD OR 


YARDSTICK. 
WE CAN COMPARE THE | me C 

COST OF AN AUTOMOBILE. 
AND A MOTORCYCLE AND - 
MEASURE THEIR WORTH 
IN TERMS OF THE HOURS 
WE MUST WORK TO BUY, 
ONE OR THE OTHER. 


OUR PURCHASES PROVIDE PRODUCERS 
WITH MONEY TO PAY WORKERS AND 
OTHER EXPENSES. 


WORKERS AND PRODUCERS USE PART OF THE MONEY RECEIVED TO PAY 
FEDERAL, STATE AND LOCAL TAXES. 


TU TAK MONEY BUYS GOODS AND SERVICES FOR THE NATION ASA WHOLE, 


GOVERNMENTS BUILD ROADS AND HOSPITALS AND PAY SOLDIERS AND TEACHERS. THUS, 
THE MONEY CIRCULATES BACK INTO THE ECONOMY. 
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AS LONG AS THE MONEY FLOWING INTO FINANCIAL INSTITUTIONS MATCHES THE OUTFLOW, 
THE TOTAL IN CIRCULATION REMAINS UNCHANGED. 
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BY CONTROLLING THE BANKS’ ABILITY TO CREATE NEW MONEY THE FEDERAL RESERVE 
TRIES TO ENSURE THE ECONOMY DOESN'T GET TOO MUCH MONEY-- WHICH CAN CAUSE 
NINFLATION,” RISING PRICES -- NOR TOO LITTLE-- WHICH CAN CAUSE "RECESSION, 


DECLINING PRODUCTION AND RISING UNEMPLOYMENT. 


THAT'S ALL, 
FATSO. 


IF MONEY IS WORKING WELL, [T SHOULD 
PURCHASE THE SAME AMOUNT OF GOODS AND 
SERVICES FROM YEAR TO YEAR. MONEY 
MUST BE A GOOD “STORE OF VALUE.” 
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AS YOU CAN SEE, 
THE CIRCULATION 
OF MONEY 
THROUGHOUT THE 
ECONOMY ENABLES 
US TO EARN, BUY 
AND SAVE. MONEY IS 
AN IMPORTANT 
ELEMENT WHICH TIES 
US TOGETHER AS 
A SOCIETY. 


THE FEDERAL RESERVE TRIES TO PROVIDE JUST THE RIGHT AMOUNT OF MONEY TO KEEP 
PRODUCTION AND EMPLOYMENT GROWING AND PRICES STABLE. IF PRICES ARE STABLE, 
SO |S THE VALUE OF MONEY. 


HOW /T ALL BEGAN 
THE STORY OF MONEY BEGAN 


-QUIRE SOMETHING HE DIDN'T 
HAVE AND COULDN'T FIND OR 
ee HIMEELF. 


MOST THINGS PRIMITIVE | 
ERE 


_ WHEN OUR ANCESTO 
PA MATCHED MUTUAL | 


BARTER WORKED FAIRLY WELL 
FOR THOUSANDS OF YEARS BUT 
WAS TROUBLESOME, WANTS HAD 
TO MATCH EXACTLY. A FARMER 
OFFERING CORN FOR A MULE 
HAD TO FIND A MULE OWNER 
WHO WANTED CORN. 


IF THE MULE SWAPPER 

WANTED AN AXE, RATHER. 

THAN CORN, THE FARMER 
WAS OUT OF LUCK. 


ONE MULE, 
ONE AXE. 


HE COULD SEARCH FOR AN 
AXE MAKER WHO WOULD TAKE 
coo ae TRADE FOR THE 
MULE. BUT SEARCHING TOOK, 
TIME, WAS INCONVENIENT AND 
DIDN'T ALWAYS Midnite 


Il WANT 
A CLOCK! 


MANY ‘THINGS THROUGH EX- 
CHANGE ALON: 


NO, THANKS, 
I BOUGHT 
A CHAIN 


TWO WEEKS LATER. A 
HUNGRY TOOLMAKER 
MIGHT WILLINGLY SWAP 
AXES FOR CORN. 


PRICE WAS ALSO A PROBLEM. ONE DAY, THREE 
AXES MIGHT BE EXCHANGED FOR A MULE OR 
fey Sa COW, BUT NOT FOR A BUSHEL OF 


IT WAS TOUGH TO AGREE ON 
A “STANDARD OF VALUE” OR 

YARDSTICK FOR, MAKING 
SWAPS. 


ANY JACKASS CAN 
SEE WE NEEDA 
STANDARD OF 


NOR WAS IT EASY TO SAVE-- STORE UP 
PURCHASING POWER. APPLES MIGHT BE 
VALUABLE IN THE FALL, BUT IF HELD 
TOO LONG, NO ONE WANTED THEM. 


Hib 


AS PERMANENT COMMUNITIES AND NATIONS DEVELOPED, BARTER ON A LARGE SCALE BECAME 
uae WechEe ee HASN'T TOTALLY DISAPPEARED, THOUGH, AND WE STILL USE IT TO 
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COMMODITY MONEY 
ONE ATATIME, NATIONS SAW THAT 
SOLVING BARTER’S PROBLEMS MEANT 
ADOPTING A "MEDIUM OF EXCHANGE"-- 
AN ITEM EVERYONE ACCEPTED. 


NO MORE 
AXE MONEY? 


IT MUST SERVE AS A "STANDARD OF VALUE”-- 
A UNIFORM MEASUREMENT OF RELATIVE WORTH. 


ARE THESE 
$4 COWS OR 
$5 COWS? 


THEIR USEFULNESS AS MONEY. 
A GOOD MONEY MUST BE 
EASY TO HANDLE. 


CASH 
REGISTER! 


GOOD GRIEF/ 
THERE GOES MY 
SAVINGS ! 


TO MAKE 


~ POCIF 1 HAVE 
See. CHANGE... 
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AMERICAN COMMODITY MONIES. 


EVEN TODAY, THE MASAI WARRIORS OF AFRICA 
USE CATTLE MONEY TO BUY BRIDES. 


DESPITE THESE DRAWBACKS, COMMODITY MONIES HAVE 


BEEN USED FOR THOUSANDS OF YEARS. IN THE 1700S, 
“GRAIN, FISH,GUNPOWDER AND SHOT WERE SOME POPULAR 


THE YAP ISLANDERS OF THE PACIFIC 
USED MASSIVE STONE “MONEY” WHEELS 
UNTIL WORLD WAR IL. 


PRECIOUS METAL MONE) 
WE DON’T KNOW JUST WHERE, WHEN OF 
HOW PRECIOUS METALS WERE FIRST 
USED AS MONEY. WIDELY SEPARATED __ 
SOCIETIES AT DIFFERENT TIMES BECAME 
ATTRACTED BY THE GLITTER AND SPARKLE 
a ee SILVERAND GOLD. 


MERCAN7/L/SM 
IN THE 17TH CENTURY, EUROPEAN NATIONS FOLLOWED AN ECONOMIC PHILOSOPHY KNOWN 
AS "MERCANTILISM.” 


MERCANTILISTS BELIEVED THAT NATIONS REMAINED POWERFUL ; . rv. 

AND WEALTHY BY AMASSING GOLD AND SILVER BY SELLING Fee X{ 

MORE MERCHANDISE THAN THEY BOUGHT. THEY ESTABLISHED ae 3 ‘pw UY 
a, COLONIES AND TOOK RAW MATERIALS AND safle 

: PRECIOUS METALS FROM THESE NEW io 

LANDS WHILE SELLING THEM GOODS. . Stem 
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i rH \ ~ IN 1776, SCOTTISH PHILOSOPHY PROFESSOR ADAM SMITH PUBLISHED 
. lity A BOOK, THE WEALTH OF NATIONS; WHICH ARGUED THAT THE SOURCE 
; Ves OF NATIONAL POWER AND WEALTH —_ 
7. WASN'T GOLD AND SILVER BUT < 3 
PRODUCTION OF GOODS. a : 


SNITH’S BOOK BECAME THE CORNERSTONE OF A NEW 

SOCIAL SCIENCE-- "ECONOMICS." HIS WRITINGS, AND 

THOSE OF HIS CONTEMPORARIES, SLOWLY TURNED EUROPE 

TOWARD IMPROVING PRODUCTION AND DEVELOPING INTER- 
DEPENDENT TRADE. 


OLD AND SILVER WERE USUALLY HA : THE Benes sts GOLD veneer 
INY PEOPLE WANTED THEM, SOMEON AS EARLY AS 2100 B.C., AND THE 
IS ME AND MOR BIBLE MENTIONS PRECIOUS 
ee METALS, 


THEY'RE GREAT! IF 
YOU DROP THEM THEY 
DON'T ROLL / semana 


AROUND 700 8.C. THESE WERE 
CRUDELY INSCRIBED GOLD AND 
SILVER PELLETS. 


BUT GOLD AND SILVER COINS WEREN'T IMMUNE FROM PERIODIC 
PROBLEMS. ALEXANDER THE GREAT BROUGHT SO MUCH 
PRECIOUS METAL HOME FROM HIS CONQUESTS THAT THE VALLE 
OF GOLD AND SILVER IN MACEDONIA WAS CUT R 
aman ites eu ASDA 
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A NEW FORM OF MONEY EMERGED 

IN MEDIEVAL EUROPE BECAUSE 

LARGE QUANTITIES OF COINS 

WERE DIFFICULT AND UNSAFE 
FO TRANSPORT. 


... AND TOOK THE GOLDSMITH’S 
RECEIPT, WHICH WAS WORTH- 
LESS TO A ROBBER. : 


PEOPLE GOING ON LONG TRIPS 

BEGAN LEAVING THEIR COINS 

WITH GOLDSMITHS FOR SAFE- 
KEEPING... 


DON’T RUSH ME-- }I 
I'M PACKING My }| 


” AT THEIR DESTINATION, THE RECEIPT WAS 
EXCHANGED FOR COINS BY AN ASSOCIATE 
e OF THE GOLDSMITH. bee 


THE RECEIPTS BECAME SO POPULAR PEOPLE 
BEGAN PAYING DEBTS WITH THEM RATHER 
THAN DRAWING OUT COINS. THIS MARKED 
THE BEGINNINGS OF PAPER CURRENCY. 


I'M GLAD YOU TAKE 
GOLDSMITH RECEIPTS. 


AROUND THE SAME TIME, PEOPLE ALSO BEGAN PAYING BILLS WITH LETTERS INSTRUCTING GOLD- 
SMITHS TO GIVE COINS TO THE HOLDER OF THE LETTER. THESE LETTERS BEGAN ANOTHER PHASE IN THE 
F STORY OF MONEY-- CHECKS. 


PAPER MONEY, WHICH THE CHINESE 
WERE ALREADY USING AROUND 1200 
A. D., GREW FASTEST IN COIN-POOR 

AMERICA. 


SEVERAL COLONIES IN THE LATE [600s ISSUED 
PAPER MONEY TO PAY BILLS UNTIL ENOUGH 
TAXES COULD BE COLLECTED IN GOLD AND 
SILVER TO BUY THE PAPER BACK. 


Ye Olde 


COMMODITY MONIES SUBSTITUTED FAIRLY WELL 
FOR SCARCE COIN FOR THE COLONISTS BUT NOT 
THEIR GOVERNMENTS. 


My ~ 
ar” \~riie 
ANN, \y 


AS LONG AS THE COLONISTS BELIEVED THE 
PAPER WOULD BE BOUGHT BACK OR RE- 
DEEMED, IT WAS ACCEPTED. BUT IF THEY 

HAD DOUBTS, THE PAPER WAS SHUNNED. 


ALTHOUGH PAPER MONEY PROBLEMS WERE WELL BUT CONGRESS ISSUED SOMUCH 
KNOWN THEN, THE CONTINENTAL CONGRESS HAD TO PAPER THEY CAUSED “INFLATION'-- 
FINANCE AN ARMY AND, WITHOUT TAXING POWERS, A CONDITION OF SOARING PRICES-~ 


TURNED TO THE PRINTING PRESS. 


WHICH MADE PEOPLE BITTERLY 
OPPOSED TO GOVERNMENT-ISSUED 
PAPER MONEY. 


TOBACCO $4 


| THOUGH CONGRESS KEPT THE POWER TO 
FOELE AND PROHIBITED STATES FROM ISSUING 
PAPER MONEY, iT DIDN'T USE THAT POWER ~ 

TAL TN UI ORR ica 


EARLY PAPER MONIES WERE PROMISSORY 
NOTES THAT REPRESENTED PRECIOUS METALS, 
THEY COULD BE REDEEMED ATA GOLDSMITH 
OR TREASURY. 


COINS DON’T 
TEAR! 


ENGLAND LARGELY SOLVED ITS PSECIOUS METALS 
SHORTAGE IN THE LATE I600S5 BY ESTABLISHING A 
PRIVATE BANK-- THE BANK OF ENGLAND, WHICH WAS 
EMPOWERED TO ISSUE PAPER MONEY. LATER, THE BANK 
BECAME BRITAIN’'S "CENTRAL BANK.” 


— 


THE NEW U.S. TREASURY, FORMED IN 

1789, LACKED ENOUGH PRECIOUS METAL 

TO ISSUE ALL THE COIN THE GROWING 
ECONOMY NEEDED. 


GRESHAM'S LAW 


IN THE 16TH CENTURY, QUEEN ELIZABETH'S MASTER OF THE MINT, THOMAS 
GRESHAM, OBSERVED THAT WHEN TWO METALS, SUCH AS GOLD AND SILVER, 
CIRCULATE AS MONEY, THE CHEAPER METAL EVENTUALLY BECOMES THE 
DOMINANT MEDIUM OF EXCHANGE WHILE THE MORE EXPENSIVE METAL WAS 
HOARDED, SOLD ABROAD OR MELTED DOWN. 


THE PRINCIPLE THAT “CHEAP MONEY DRIVES 
EXPENSIVE MONEY OUT OF CIRCULATION” 
BECAME KNOWN AS “GRESHAM'S LAW." IN THE 


IOTH CENTURY, WHEN THE DOLLAR'S VALUE 
WAS FIXED AS REPRESENTING A CERTAIN 
AMOUNT OF GOLD AND SILVER, AMERICANS 
TENDED TO HOARD THE MORE EXPENSIVE 
AND SPEND THE CHEAPER ONE AS THE 
MARKET PRICE OF EITHER METAL CHANGED. 


BANKS HAD TO KEEP A PRECIOUS 
METAL "RESERVE" ON HAND TO 
MEET REDEMPTIONS. 


BANKS TOOK IN GOLD AND 

SILVER DEPOSITS AND MADE 

LOANS AND PAYMENTS IN 

THEIR OWN NOTES WHICH 

WERE REDEEMABLE IN GOLD 
OR SILVER. 


BY THE I9TH CENTURY, EVERY 
MAJOR NATION BUT THE U.S. 
HAD A CENTRAL BANK, U.S. 
MONEY NEEDS WERE MET BY 
PRIVATE BANKS CHARTERED 
TO OPERATE BY STATE 

GOVERNMENTS. 


STATE- BANK NOTES WORKED WELL IN LOCAL AREAS IF DEPOSITORS FEARED A BANK COULDN'T REDEEM 
IF P E WERE SURE THE ISSUING BANK WAS [TS NOTES, THEY RUSHED TO REDEEM NOTES AND 
IN GOOD CONDITION AND ITS NOTES COULD BE DRAW OUT DEPOSITS IN GOLD OR SILVER BEFORE 
REDEEMED. RESERVES DISAPPEARED. 


NEVER HEARD OF 
“THE LAST NATIONAL ne pis a 
BANK OF SECAUCUS, 
NEW JERSEY." 


OUTSIDE THEIR LOCAL AREAS, NOTES WERE OFTEN 

ACCEPTED ONLY ATA DISCOUNT (LESS THAN FACE 

VALUE) BECAUSE MERCHANTS DIDN'T KNOW. HOW 
SOUND THE ISSUING BANK WAS. 


THE WILDCATS 
IN THE EARLY 18005, AMERICA HAD MANY HONEST WELL-RUN 


BANKS, BUT OTHERS EARNED REPUTATIONS MORE FOR FRAUD 
THAN INTEGRITY. 


“WILDCAT" BANKS GOT THEIR NAME BECAUSE THEY WERE 
LOCATED IN REGIONS SO REMOTE AND HOSTILE THAT WILDCATS, 
NOT NOTE HOLDERS, CAME TO THEIR DOORS. 


BEFORE STATE LAWS REGULATED BANKS, BANKERS 
KNEW THAT THEY HAD TO KEEP A CERTAIN AMOUNT OF 
PRECIOUS METAL TO REDEEM NOTES AND TO PAY OUT COIN 
ON REQUEST. TO ASSURE THE PUBLIC THAT “RESERVES” 
WERE AVAILABLE, VAULTS WERE OFTEN LOCATED 
WHERE CUSTOMERS orb VIEW THE PRECIOUS 

METAL. 


BUT LESS SCRUPULOUS BANKERS 
WEREN'T QUITE TRUTHFUL. THEY 
WOULD SPRINKLE GOLD OR SILVER 
COINS ON TOP OF KEGS OF NAILS. 
IN LATER YEARS WHEN STATE EXAMINERS CHECKED 
RESERVES, SOME SLICK OPERATORS SHIPPED 
RESERVES FROM BANK TO BANK MINUTES AHEAD 
OF THE EXAMINER. 


DESPITE PANICS AND FAILURES, STATE-BANK NOTES WERE WIDELY USED DURING MUCH OF 
THE IBOOS. BY THE EARLY 18605, MORE THAN 10,000 SEPARATE ISSUES OF DIFFERENT 
SIZES, rants ae AND DESIGNS WERE IN acct Abed 


RELUCTANTLY, CONGRESS 
ISSUED PAPER MONEY-- U-S. 
NOTES-~- THAT WASN'T RE- 
DEEMABLE IN GOLD OR 
SILVER... 


‘THE CIVIL WAR PRODUCED aE 
THAT SET THE STAGE FOR TODAY'S 
MONEY SYSTEM. 


AS RAPIDLY AS THE 
TREASURY PAID BILLS; 
WITH GOLD AND SILVER 

COIN, THE METAL WAS 
HOARDED. 


THE FEDERAL GOVERNMENT COLILDN'T 
RAISE ENOUGH MONEY TO Pay FOR THE 
emit WAR ae THROUGH EON SALES AND 


is Mile§ fi Lire 


THE GOVERNMENT ALSO BEGAN 

CHARTERING “NATIONAL BANKS, 

WHICH WERE GIVEN PAPER CURRENCY 

THEY COULD ISSUE AS THEIR. OWN, 

STATE BANKS WERE STOPPED FROM 
ISSUING NOTES. 


LOOK- OUR, 
MONEYS 


BEEN 
TENDERIZED/ 


TENDER 


fl 


| 
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NATIONAL BANKS RECEIVED 

CURRENCY IN PROPORTION TO THE 

AMOUNT OF GOVERNMENT BONDS 
THEY PURCHASED. 


I THINK 
J WE HAVEA 
PROBLEM. 


cis : 
BUT AS THE GOVERNME ER 
THE WAR, THE AMOUNT OF BONDS USED AS BACKING 
FOR CURRENCY SHRANK, AND THE MONEY SUPPLY DE- 
CLINED. THUS, THE CASH SUPPLY WAS “INELASTIC”-- 
INCAPABLE OF EXPANDING OR CONTRACTING WHEN 
NECESSARY. 


HIS INELASTICITY LED TO "MONEY PANICS” THAT PERIODICALLY WRACKED 7 
NATION UNTIL 1913, WHEN THE BANKING SYSTEM WAS RESTRUC TUR 


MONEY, BANKS AND THE FEDERAL RESERVE 
AT THE TURN OF THE CENTURY, MOST BANKS KEPT LITTLE CASH ON HAND. 
SMALL CQUNTRY BANKS DEPOSITED CASH RESERVES AT LARGER BANKS, 
WHICH THEN DEPOSITED THEM AT BIG CITY BANKS, WHICH LENT THEM TO 
BUSINESSES AND BROKERS. 


Ws 


Boy, 
CORN |S 
REALLY 
. POPPIN’! 
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THIS "PYRAMIDING” OF RESERVES HURT BANKS AND THE PUBLIC. 
A WIDESPREAD, SUDDEN DEMAND FOR CASH, BECAUSE OF SAY, A 
BUMPER CROP, CAUSED SMALL COUNTRY BANKS TO ASK 
FOR THEIR RESERVES BACK. 


"aes 
he * 


VERSA AS 
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TO PROVIDE THOSE RESERVES, BIG CITY BANKS LEFT THEMSELVES WITH LITTLE CASH TO 
EET THE DEMANDS OF THEIR OWN CUSTOMERS. EVENTUALLY THEY RAN SO LOW ON CASH 
_ A PANIC STARTED. 


I NEED 
I WANT MY A NEW : 
CHRISTMAS CLUB — = = 3 CALENDAR: 


A VERY SEVERE PANIC IN 1907 SPARKED A REFORM MOVEMENT THAT ENDED IN I9IZ WHEN 
CONGRESS ESTABLISHED THE FEDERAL RESERVE SYSTEM-- 12 REGIONAL RESERVE BANKS 
AND THE BOARD OF GOVERNORS IN WASHINGTON, D.C. 


FEDERAL RESERVE BANKS WOULD HOLD THe| | RESERVE BANKS WOULD LEND MEMBER BANKS! 
RESERVES OF ALL NATIONALLY CHARTERED FUNDS TO MEET SUDDEN AND UNEXPECTED 


BANKS, WHICH HAD TO JOIN, AND ANY STATE- CUSTOMER WITHDRAWALS, AVOIDING THE CASH 
CHARTERED BANKS THAT WANTED TO JOIN. SHORTAGES THAT TRIGGERED PANICS. 


OTS TAL ATR 
reeves STATES One 


Ny — 


mee EACH RESERVE BANK WOULD ISSUE ITS OWN NOTES, KNOWN 
Bi. TODAY AS “FEDERAL RESERVE NOTES.” THE GOLD "BACKED” 
Bm NOTES WOULD BE ISSUED AS EACH REGION'S CURRENCY 
fh NEEDS ROSE. WHEN DEMAND FOR CURRENCY SLACKENED, # 
THE NOTES WOULD BE RETURNED TO RESERVE BANKS AS 
iki DEPOSITS BY COMMERCIAL BANKS. THUS, MONEY: COULD 
kK EXPAND AND CONTRACT AS NEEDED. 


B 512249132 F - » ae. fy 
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MONEY IN THE 20TH CENTURY 


vf oe THE AMOUNT OF COIN AND PAPER MONEY WAS TIED 270. : 
a ae INDUSTRIAL NATIONS as ped EITHER carae OR 


bas ides 


ARISE IN GOLD HOLDIA THE 
FROM NEW DI = | IF GOLD HOLDINGS 
“MENTS FROM iNTEE NATIONAL DIDN’T EXPAND AS 
TRADE, INCREASED A NATION'S, | | | RAPIDLY AS OUTPUT, 
MONEY SLIPPLY, IF MONEY Rose » | PRICES FELL AND 
pikes THAN eed PRICES | | | WORKERS WERE 
i SOAR LAID OFF. 


oo cum ant 


COIN AND CURRENCY IS “FIAT” MONEY--MONEY BY VIRTUE OF GOVERNMENT DECLA- 
RATION AND PUBLIC ACCEPTANCE. FIAT MONEY ISN'T VALUABLE IN ITSELF AND DOESN'T REPRESENT 
A CLAIM ON GOLD OR SILVER.’ 


AT MONEY IS 
GOLD AND ACCEPTABLE 
SILVER BECAUSE PEOPLE 
KNOW MONEY'S 


TRUE VALUE IS 
ITS PURCHASING 
POWER--ITS 
ABILITY TO BUY 
GOODS AND 
SERVICES -- NOT 
ITS METALLIC 
VALUE. 


THERE GOES 
MY STANDARD 
OF LIVING! 


RISE 
(INFLATION), 
MONEY'S 


VALUE 
DECLINES. 


\\ | GUMDROPS 


PRICES RISE WHEN A NATION HAS TOO MUCH AS SUPPLIES SHRINK, PRICES BEGIN RISING. 
MONEY, AND PEOPLE AND BUSINESSES SPEND- BUT WITH MORE AND MORE MONEY, PEOPLE CAN 
ING THE EXCESS MONEY BUY UP AVAILABLE PAY HIGHER PRICES, fi 

GOODS AND SERVICES. AND THE MACHINERY 


OF INFLATION HAS 
STARTED. 


AND 
SERVICES | 


THE STORY OF MONEY. IS PUNCTUATED BY EPISODES OF INFLATION THAT DESTROYED 
MONEY'S VALUE, GERMANY SAW THE WORST INFLATION OF ANY MODERN INDUSTRIAL 
COUNTRY ONLY FIFTY YEARS AGO, WHEN THE VALUE OF ITS PAPER MONEY FELL SO LOW 
biatch: CURRENCY WAS A CEES ET FUEL THAN FIREWOOD. ; 


” NOTHING 
LIKE COLD CASH 
TO MAKE A 
HOT FIRE? 


MEN AND MONEY 


ALTHOUGH ECONOMISTS KNEW FOR CENTURIES THAT CHANGES IN THE 
AMOUNT OF MONEY AND HOW QUICKLY IT WAS SPENT AFFECTED BUSINESS, 
Tae BION. T DISCOVER HOW THE RELATIONSHIP WORKED UNTIL THIS 
CENTURY. 


ei pittiist 


IN I9D1L, AMERICAN MATHEMATICIAN AND 
ECONOMIST, IRVING FISHER, MATHEMATICALLY 
PROVED THAT DOUBLING A NATION'S MONEY 
SUPPLY WOULD DOUBLE PRICES. HE 
BELIEVED ECONOMIC "BOOMS"AND "BUSTS" 
WERE MALADIES CAUSED BY TOO MUCH OR 
TOO LITTLE MONEY. FISHER'S COMBINED 
USE OF STATISTICS, MATHEMATICS AND 

ECONOMICS HELPED START A NEW APPROACH 

TO ECONOMICS KNOWN AS “ECONOMETRICS.” 


IN THE 19505, ANOTHER AMERICAN 
ECONOMIST, MILTON FRIEDMAN, SUBSTANTIATED 
FISHER'S THEORIES AND CONCLUDED THAT 
CHANGES IN THE AMOUNT OF MONEY ARE A 
MAJOR INFLUENCE ON OUR ECONOMY’S 
DIRECTION AND THE PACE OF PRODUCTION, 
EMPLOYMENT AND SPENDING. A STABLE 
ECONOMY, HE SAID, REQUIRES MONEY 
SUPPLY TO INCREASE STEADILY IN 
PROPORTION TO OUR ABILITY TO PRODUCE. 
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FRIEDMAN'S VIEWS; KNOWN AS "MONETARISM,” 
HAVE VASTLY INFLUENCED HOW WE THINK 
ABOUT MONEY, AND. THE WAY THE FEDERAL 
RESERVE CONTROLS OUR:-MONEY. 
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THE FEDERAL RESERVE SYSTEM IS RE: 
SPONSIBLE FOR MAKING SURE BANKS 
DON'T CREATE SO MUCH MONEY THAT WE 
GET INFLATION, NOR 50 LITTLE WE SUFFER 

FROM FALLING PRODUCTION AND RISIN& 

OYMENT--"RECESSION.” 


MOST COUNTRIES HAVE CENTRAL BANKS 
THAT TRY TO BALANCE THE MONEY AVAILABLE 
FOR SPENDING WITH THE ECONOMY’'S ABILITY 
TO PRODUCE BY CONTROLLING BANK LEND- 
ING ++ THE ACTIVITY THAT CREATES NEW 
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THAT JOB ISN'T EASY. INDEED, NO CENTRAL BANK HAS BEEN ENTIRELY 
SUCCESSFUL IN MAINTAINING THE PROPER BALANCE BETWEEN TOO 
MUCH AND TOO LITTLE MONEY. 


ONE PROBLEM 
THE FEDERAL 
RESERVE FACES IS 
BALANCING MONETARY 
POLICY WITH GOVERNMENT 
SPENDING AND TAXING 
ACTIONS -- FISCAL POLICY. 
ANOTHER PROBLEM |S 
THAT PEOPLE CAN'T 
AGREE ON JUST HOW 
MUCH MONEY [5S 
ENOUGH. 
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' MONEY'S FORM, AS WELL AS OUR UNDERSTANDING OF 
ITS VALUE, HAS CHANGED OVER THE CENTURIES. WITH 
THIS NEW UNDERSTANDING, OUR ATTITUDES ABOUT 

CONTROLLING MONEY HAVE CHANGED. 
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TRANSMITTER 
AND 


RECEIVER 
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IN THE FUTURE, MONEY'S FORM MAY CHANGE DRAMATICALLY, TOO. WE ARE ALREADY USING SOME 
| FORMS OF “ELECTRONIC” MONEY WHICH MAY, PERHAPS, DOMINATE THE NEXT PHASE OF THE STORY 
. OF MONEY. BUT THE PRINCIPLES THAT WE'VE LEARNED HERE WILL REMAIN THE SAME. 
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The following comic-style booklets also are available 
from the Federal Reserve Bank of New York: 


The Story of Checks 
and Electronic Payments 
The Story of Banks 
The Story of Inflation 
The Story of Consumer Credit 


FEDERAL RESERVE BANK OF NEW YORK 
Public Information Department 
33 Liberty Street * New York, N.Y. 10045 
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